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IRAQ: KEY ECONOMIC INDICATORS 


All values in U.S. $ million 


Exchange Rate: 1977-78 Estimate (a) 
US$1.00 = 0.295 Iraqi Dinar (ID) change 1979 
ID1.000 = US$3.38 


INCOME AND PRODUCTION 


Gross Domestic Product (current) 18,906 23,2113 30,000 
Per Capita GDP (current) 1,553 1,375 2,338 
Govt Investment Program Allocations 8,034 9,464 11,097 
Crude Oil Production (000 BPD) Zeaul 2,641(b) 3,300 
Oil Revenue 9,490(b) 10,890(b) 17,000 
Indices (1975=100) : 

Agricultural Production 117 125 128 

Industrial Output 

Consumer Prices 123 129 135 


BALANCE OF PAYMENTS, TRADE, MONEY 


Balance of Payments 738 (b) N/A N/A 
Balance of Trade 2etes 6,988 11,355 
Gold & Foreign Exchange 6,996(b) 10,000 (a) 15-16 ,000 
Money Supply 2,922 (b) N/A N/A 
Exports (FOB) 9,695 11,393 15% 16,355 

Total exports to U.S. (c) 382 243 -36% 550 
Imports (CIF) * 4,472 4,205** - 6% 5,500 

Total Imports from U.S. (c) cee. 317 34% 425 


Sources: Iraqi Central Statistical Organization, except as noted. 
(a) USINT estimate 
.b) International Monetary Fund 
(c) U.S. Department of Commerce 


* Excludes all purchases of the Ministry of Defense 
** Preliminary figure 





I. Summary 


In 1979, dramatic increases in oil prices and production will add almost 

$8 billion more to government revenues than in 1978. The economy is 
continuing its rapid expansion, but the overall pace does not match the 
increase in income. The factors that restrict the rate of development 

are absorption capacity and infrastructure limitations rather than 
government financing, and much of the revenue generated in 1979 has gone to 
swell foreign exchange holdings rather than into increased expenditures. 
The accession of Saddam Hussein to the presidency has brought no major 
alterations in Iragi economic policy or direction, and the framework for 
development continues to be the 1976-80 five-year plan. As Iraq enters 

the last year of the plan, increasing emphasis is being placed on services 
and infrastructure to eliminate a number of the bottlenecks that have 
hampered development thus far and to improve the quality of life for the 
average citizen. U.S. exports reached $316 million in 1978, a 34% increase 
over the previous year, and it appears that total 1979 exports will reach 
$425 million. In spite of this impressive increase, our balance of trade 
this year will show a substantial deficit as a result of expanded oil 
purchases. 


The growth of U.S. exports over the past two years indicates that boycott 
problems can be overcome, at least on a selective basis. The most attractive 
areas for U.S. suppliers continue to be agricultural commodities and 
construction and agricultural equipment. U.S. products enjoy an excellent 
reputation for quality, and U.S. firms can expect to be increasingly 
competitive as Iraq opts for more sophisticated systems and products. 

The complexities of the Iraqi market will continue to make it most attractive 
to larger firms with area experience. 


II. Current Economic Situation and Trends 


The government of Saddam Hussein has continued a policy of strict state 
control over the economy. The rapid pace of development has inevitably 
brought about an increased level of private sector activity, especially 

in construction and downstream manufacturing. Virtually all imports are 
purchased by the government, however, and U.S. firms will not find private 
sector customers or competitors. The focus of import policy is strongly 

on industrial and infrastructure development. In terms of heavy industry 
contract awards, particularly in the petroleum sector, 1979 was an extremely 
busy year and probably reflects a peak in industrial activity. The emphasis 
now appears to be shifting to infrastructure and service projects such as 
highways, housing, schools and hospitals. 


Iraq has attached a great deal of importance to the development of human 
resources, and in 1978 a country-wide literacy campaign was launched, aimed 
at effectively eliminating illiteracy within a 36 month period. A major 
tenet of government policy is that the economy will be run entirely by 
Iraqis even if it is necessary to employ foreigners for project development. 
The rapid rate of growth in all sectors and concomitant demand for a skilled 





and sophisticated work force has placed severe burdens on manpower 
reserves. Labor shortages are expected to continue until the population 
of approximately 13 million has adjusted to the requirements of a 
twentieth century economy. 


Stringent government controls have enabled Iraq to avoid many of the 
development problems that have plagued other oil-rich countries. Iraq 
countered inflationary problems and absorptive burdens following the 
1973 oil price increase by sharply curtailing government spending. In 
1976 and 1977, for example, total development expenditures rose by less 
than 20%, and the current policy of the government is to permit develop- 
ment spending to proceed only at a rate commensurate with the country's 
absorptive capacity. Iraq has further lessened the impact of development 
projects on the new economy by requiring foreign contractors to import 
virtually all materials and labor necessary for project implementation. 
This has left at least a small pool of Iragi labor and locally produced 
materials for government projects and operations. 


Inflation has been kept to a minimum, at least by Middle East standards, 

as a result of tight currency restrictions, wage/price controls and a 
system of budget subsidies. The Iraqi dinar is nonconvertible and surplus 
oil revenues which are paid in dollars never effectively enter the economy. 
The government provides very little information on economic performance. 

No data on gross national product has been available since 1976 and figures 
given for gross domestic product in 1977 and 1978 provide no breakdown by 
sector and may understate actual economic growth. The preliminary figure 
of $23 billion for GDP in 1978 represents a 22% increase over the previous 
year and a 47% increase since 1976. 


A fundamental goal of the government's development planning has been to 
decrease the role of oil in the economy. Since current GNP figures are 
not available, it is impossible to determine with accuracy the extent to 
which the industrial, agricultural, distribution and services sectors 

have increased in relation to oil. In general, it is likely that the 
sectoral growth rates projected in the 1976-80 five-year plan are somewhat 
optimistic. Nevertheless, the increased emphasis on agriculture and 
industry in the 1978 and 1979 development plans indicates that the con- 
tribution of these sectors to the GNP will increase substantially by the 
mid-1980s. 


The Oil Sector. Oil production and revenues reached record highs in 1979. 
According to IMF figures, 1978 production averaged 2.64 million BPD, almost 
a 300,000 BPD increase over the previous year. Following the decline in 
Iranian production, Iraq increased output, and during the first half of 
1979, production jumped to an average of over 3.3 million BPD. The series 
of 1979 011 price increases added further to revenues (the petroleum 

sector accounts for over 99% of Iraqi export earnings), and for the month 
of July alone oil receipts were just under $2 billion. 





Iraq continues to produce at or near capacity, which is estimated at 

3.4 - 3.5 million BPD. It is not yet certain whether the government 
will maintain these levels for 1980. Oil reserves are substantial and 
Iraq's long-term policy calls for the steady increase of production 
capacity. In this regard, the Iraqi National Oil Company (INOC) has 
recently approved plans for the development of a large field in southern 
Iraq whose eventual capacity is expected to be between 350 - 500,000 BPD. 


The number of downstream oil projects has increased almost as dramatically 
as oil production. During 1979, contracts were awarded for a 150,000 BPD 
refinery in Baiji and for two huge LPG plants that will utilize over 

250 billion cubic feet per year of associated gas that is presently being 
flared. Plans for a 400-500,000 BPD export refinery have also been 
revived and consultants have been invited to submit offers for feasibility 
studies. 


Oil revenues for 1978 were $10.89 billion, almost a $1.5 billion increase 
over 1976. According to IMF figures, revenues for the first half of 1979 
reached $8.32 billion. In light of the July OPEC price hike and subsequent 
adjustments, it is likely that second half revenues will be significantly 
greater, assuming that the current high rate of production continues, and 
total 1979 oil income should exceed $17 billion. In balance of payment 
terms, revenues are increasing at a considerably faster rate than expendi- 
tures. Although no official figures are available, foreign assets are 
believed to exceed $15 billion. 


Iraq's major oil customers continue to be France, Japan, Yugoslavia, Italy 
and Brazil. In addition, Iraq has concluded a number of small state-to- 
state oil agreements during 1979, most of them with developing countries. 
U.S. oil purchases have increased considerably over last year's total of 
$242 million and are likely to reach $550 million for 1979, representing 
average imports for the year of approximately 100,000 BPD. 


Foreign Trade. The absence of complete or detailed statistics make a full 
analysis of Iraqi foreign trade impossible. Figures provided by the 
government exclude all imports for the defense and security sectors and 
frequently contain other omissions. The Iraqi Central Statistical Organiza- 
tion values total 1977 imports at $4.47 billion and has provided preliminary 
figures indicating that 1978 totals were only $4.2 billion, a drop of 
approximately 6%. It is reasonable to estimate that actual 1978 totals 

were over $5 billion. As absorption capacity continues to improve, we 
expect import volumes to rise, perhaps exceeding $5.5 billion by the end 

o£ 1979. 


Overall Iraqi trade patterns remained relatively constant in 1978 with 
slightly over 75% of imports coming from OECD countries. Leading suppliers 
were Japan ($997 million), Germany ($802 million) and France ($536 million). 
Most of the balance came from communist states and less than 10% from less 
developed countries. The emphasis on western import sources reflects a 
major shift from the early '70s when the relative percentages of purchases 





from OECD countries and communist states were reversed. In 1979, it 
appears that the shift toward the westhad intensified. Japan, which 
will maintain its position as Iraq's leading supplier, reports $535 
million in exports for the first five months. Other OECD countries 
are experiencing similar increases compared to 1978 while communist 
countries are reportedly barely maintaining last year's levels. 


After hitting a low of $211 million in 1977, U.S. exports to Iraq have 
been climbing steadily. Totals for 1978 were valued at $317 million, 

a figure already exceeded by exports of $322 million through the third 
quarter of 1979. Total U.S. exports this year should reach $425 million. 
These figures represent direct exports only and do not include goods of 
U.S. origin marketed by third countries. This may amount to an additional 
$100-150 million annually. As impressive as the increases in exports are, 
the U.S. will have a negative balance of trade with Iraq in 1979 as the 
result of a substantial increase in oil imports -- $416 million through 
the third quarter. 


The 1976-80 Five Year Development Plan. The 1976-80 Five Year Development 
Plan was not announced until June 1977. Allocations for projects under 

the Plan total $45 billion, of which $13 billion was allocated for 1976 

and 1977. However, it appears that the actual expenditures for these two 
years totaled $7.535 billion, an implementation rate of only 58%. The 

rate of expenditure can be expected to rise as absorptive capacity improves 
during the remaining two years of the Plan, but it is unlikely that total 
expenditures will exceed $30 billion. 


The Plan anticipates the following average annual real growth rates: 


Gross National Product 17% 
Oil Sector 16% 
Processing and Manufacturing 
Industries 33% 
Agricultural Sector 7% 
Distribution Sector (including 
Trade, Transportation and 
Communications) 
Services Sector 


The Plan outlines what is, in effect, the third step to the development of 

a triadic economy based on oil, resource-based industries and agriculture. 
The first step was the expansion and modernization of oil production and 
export facilities (including terminals and pipelines) starting in 1972. 

The second was the heavy investment in 1974-75 in resource-based industries 
aimed at export markets. The anticipated completion of these projects 

before the end of the Plan period accounts for the high growth which the 

Plan ascribes to processing and manufacturing industries. Although initiating 
some new projects in the industrial sector (e.g., gas gathering projects 

and a refinery), the Plan assigns priority to (1) the alleviation of manpower 
and infrastructure impediments to overall growth and (2) long-term agricul- 
tural development as the third member of the triad. 
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The Plan's emphasis on human development aims at meeting Iraq's growing 
need for skilled manpower without importing large amounts of foreign labor. 
It provides for (a) an increase in the work force from 2.9 million in 1976 
to 3.5 million in 1980 through natural growth of the labor pool and by 
greater employment of women, (b) the enforcement of compulsory education 
for both sexes starting in the 1978-79 academic year, and (c) the large- 
scale expansion of vocational, technical and university-level training 
programs. Complementary to this aim is improvement of medical services, 
housing, and educational facilities at all levels. 


In agriculture, the Plan allocates $3.5 billion for dams and irrigation 
projects to increase both the size and productivity of arable acreage. 
Because of the long lead time for these projects (5-10 years), they will 
not measurably affect agricultural production until the mid-1980s. In 
the short run, the government expects the 7% annual real growth in the 
agricultural sector to come from the increased mechanization of existing 
production (both to increase efficiency and to free farm labor for other 
pursuits), changes in cropping patterns intended to increase cropped 
acreage by 14%, a 50% increase in livestock production, a 100% increase 
in poultry production and a 10-fold increase in egg production. Overall, 
the Plan aims at increasing the per capita intake of animal protein by 
35% as well as laying the basis for a modern agricultural sector. 


Allocations for the 1979 Annual Development Plan total $11.097 billion, 
an increase of 15% over 1978. While no breakdown of allocations by 
sector is available, the emphasis continues to be on agriculture and 
services. 


The government has provided no indications of actual economic achievement 
under the Plan. Both GNP and oil sector targets will be exceeded as the 
result of increases in oil prices and production. In most sectors, 
however, it appears that performance will fall short of Plan projections. 
For example, industrial development was hampered in the early stages of 
the Plan by infrastructure bottlenecks. New units will not come onstream 
as rapidly as expected, and at the same time output from existing plants 
has been affected by manpower shortages. Other sectors are also likely to 
fall short of the ambitious goals in the Plan, but overall progress will 
still be noteworthy. 


Iraq will follow the current five-year plan with a 1981-85 plan. Thus 

far, no details of the new plan have been made available nor have any 
anticipated allocations been mentioned. In general terms, it appears that 
the government will follow the priorities set forth in the latter half of 
the current plan: primary emphasis on agricultural development, housing 

and social services and infrastructure. Significant investments in 
downstream industries will also be made to utilize output from petrochemical, 
steel and petroleum-related industries currently under construction. 
Renovation or replacement of older industrial facilities will also take 
place. 
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Major Projects and Financing. With one or two exceptions, the government 
has continued to insist on fixed price, turnkey contracts for major 
projects. Iraq's unwillingness to award contracts on a cost-plus basis 
and to permit escalation clauses has made it especially difficult for 
firms unfamiliar with local conditions to bid competitively. Some large 
projects are being separated into design and construction stages, with 

the government favoring direct implementation wherever possible. Although 
Iraq does have lines of credit open in Japan and with a consortium of 
European banks, international financing has not been an important factor 
in the awarding of major projects. 


Investment and Licensing. Iraqi law permits direct foreign equity invest- 
ments, providing the undertaking has at least 51% Iraqi participation, 

but there has been no U.S. direct investment since the 1967 break in 
diplomatic relations. The government's general position is that Iraq 
neither needs nor seeks foreign equity investment but is willing to 
entertain proposals. Licensing arrangements with foreign firms are 
permitted, and an increasing number of foreign brand names are appearing 
on goods manufactured by the private sector. 


III. Implications for the United States 


1980: General Outlook for U.S.-Iragi Trade 


Formal diplomatic ties have not been renewed since Iraq broke relations 
with the U.S. during the 1967 Arab-Israeli war. Because Belgium officially 
represents U.S. interests in Iraq, the U.S. Interests Section in Baghdad 
(called "USINT" for short) is legally part of the Belgian Embassy. Staffed 
by Americans and located apart from the Belgian chancery, USINT offers the 
commercial and consular services which U.S. embassies normally provide. 


The major obstacle to U.S. exports has been Iraq's position on the Arab 
boycott. The principal problems concern letters of credit, which routinely 
contain clauses requiring that the beneficiary (a) not ship the goods on 

a blacklisted vessel, (b) certify that it is not a branch or mother company 
of a blacklisted firm, and (c) provide a negative certificate of origin 
stating that the goods contain no parts, labor or capital from boycotted 
countries. Under the 1977 amendments to the Export Administration Act, 

U.S. firms and banks cannot comply with any of these clauses. In spite 

of these obstacles, however, U.S. trade increased substantially in 1978 

and 1979, primarily as the result of an increased willingness on the part 

of some government agencies to request exemptions to Iraqi boycott procedures. 
The government has stated publicly that Iraq will continue to obtain the 

best technology available, regardless of source, to implement its development 
plans. In a growing number of cases and in spite of boycott difficulties, 
this has proved to be the United States. 


Iraq, nonetheless, continues to be a difficult market for U.S. companies, 
particularly smaller or new to market firms. The best opportunities for 
exports lie in fields where the United States is known for special expertise 
and high technology goods. For example, American companies have been 
particularly successful in the petroleum sector. 





Sectoral Review 


As a matter of policy, the government of Iraq makes no announcement of 
major projects prior to the feasibility study phase. The following 
review outlines export opportunities that have already been announced 
in the context of the 1976-80 five-year plan or more general areas that 
reflect current planning emphasis. 


Agriculture and Irrigation. One of Iraq's long term aims is self- 
sufficiency in agricultural production. This goal has led to a major 
emphasis on land reclamation and irrigation projects offering substantial 
opportunities for foreign consultants, contractors and suppliers of 
equipment. Reclamation projects, either planned or underway, have a 
total estimated value of over $4.5 billion. The largest include the 
Kifl-Shenafiyah agricultural project on the Euphrates which will cover 
520,000 acres, the 780,000 acre Kirkuk irrigation project, and the 
690,000 acre Abu Ghraib agricultural project. Government agencies 
responsible for these projects have been exhibiting increasing interest 
in U.S. irrigation techniques and equipment. As a result of manpower 
shortages, particular emphasis is being placed on agricultural mechaniza- 
tion, favoring the sophisticated equipment and systems offered by U.S. 
suppliers. 


The continuing gap between domestic agricultural production and consump- 

tion has sustained a very large market for agricultural commodities. In 

1978, Iraq imported almost $150 million worth of U.S. grains, principally 
wheat. Sales for 1979 should be only slightly less than this amount. 


Industry. Industrial development is keyed to the petroleum sector, and 

in 1979 contracts were awarded to foreign firms for the construction of 
two major gas processing projects and a 150,000 BPD refinery. Although 
the U.S. companies were not successful in winning the major elements of 
these contracts, significant opportunities still exist for subcontractors 
and suppliers of equipment. In terms of upcoming projects, Iraq has 
revived plans for a 500,000 BPD export refinery, and the 1981-85 five-year 
plan may include allocations for a second petrochemical plant (a U.S. firm 
is currently completing Iraq's first petrochemical complex), an aluminum 
smelter and a steel mill for which a U.S. firm is undertaking a feasibility 
study. 


Health, Education and Housing. The government has attached considerable 
importance to services in the latter part of the current five-year plan. 

A new state company was formed in 1979 to coordinate and supervise con- 
struction of educational facilities, and over the next five years, more 
than $500 million is expected to be invested in new schools and related 
projects. The Ministry of Health plans to build over 80 hospitals during 
the same period, and while most of the actual construction will be carried 
out by local firms, the opportunities for suppliers of medical equipment 
and systems will be substantial. The major component in Iraq's building 
boom is housing. For example, a single project in Baghdad will cost over 
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one billion dollars, and other housing projects of a similar magnitude 

are planned. The government is actively exploring alternative building 
systems to meet the growing demand for housing, and firms that have systems 
suitable for high temperature conditions should find Iraq a lucrative 
market. 


Transportation and Communications. Iraq is moving ahead with two major 
expressway projects that will have a total length of over 2100 kilometers 


and a cost of more than $4 billion. Japanese and Yugoslav companies 

have been awarded the first two segments of the 1350 kilometer southern 
expressway which will run from the Syrian/Jordanian border to Kuwait. 
Studies are currently underway for the 800 kilometer northern expressway. 
The 1300 kilometer Baghdad-Husaiba railway is currently under construction, 
and a British firm has recently been awarded a contract for the route 
survey and detailed design of a new Baghdad-Basra high speed railway. 

In the field of communications, Iraq is now introducing electronic 
telephone exchanges which are expected to eventually replace conventional 
systems, offering major opportunity to U.S. suppliers of sophisticated 
equipment. 


U.S. Market Strategy for Iraq. As in most Middle Eastern countries, 
regular, direct contact with importing organizations are vitally important 


in securing business. This is particularly true in Iraq because it is 
virtually impossible for U.S. companies to register agency agreements. 
Since visas can be obtained only by invitation from a government agency, 
it is important that initial contacts be actively followed up by U.S.- 
based or regional representatives. 


U.S. companies have not been successful recently in efforts to secure 
construction contracts. Iraqi insistence on fixed price bids and the 
ability of foreign companies to make comparable offers at cheaper prices 
have hurt U.S. competitiveness. An alternative to direct participation 
is collaboration with third country firms which can offer the American 
partner the opportunity to offer engineering services and high technology 
products which enjoy considerable respect in Iraq while providing more 
competitively priced labor and materials. For equipment suppliers, those 
firms offerring high technology equipment or items not readily available 
from non-U.S. sources will stand the best chance of closing a deal. 


In sum, Iraq is a large and growing market for U.S. products. Boycott 
problems and the requirement for direct market development can present 
obstacles, but it should be kept in mind that U.S. firms are not the only 
ones that face difficulties. American companies have at least one 
offsetting advantage in that Iraqi purchasing officials have an increasing 
appreciation of U.S. technology and the quality of U.S. products. 


% U. S, GOVERNMENT PRINTING OFFICE: 1980—311-056/222 
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